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NATIONAL AFFAIRS, POLICY 1985 stated once again that “county-level 

sive reform must be further * Since _ all 

Article Views County-Level Reform localities have attached more importance to county-level 


HK0610105292 Beying ZHONGGUO JING TIZHI 
GAIGE in Chinese No 6, 23 Jun 92 pp 11-17 


[Article by He Guanghui (6320 0342 6540): “Quicken 
the Pace of County-Level Comprehensive Reform”) 


[Text] Since the beginning of the year, various aspects of 
the and opening up work have made considerable 
progress, and the situation has 

quite rapidly. The spirit of Comrade 


people throughout the country. We can say 

ening the pace of reform and further expanding openness 
have 1 the main theme of China's current eco- 
nomic life. 


ee SS ae ee ee ee Se 


planning 
market in counties (county cities) that possess the 
right conditions are undoubtedly of great significance. 


The of 
} Main Practice and Experience of County-Level 


As part of China's entire reform effort, county-level 
ive reform was first advanced in the early 
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across the country had designated ——_ counties 
(county-level cities) for comprehensive 


County-level comprehensive reform is another new 
exploration the practice of the contract respon- 
sibility system with remuneration linked to output in 
rural areas and is the deepening of rural reform. At the 

of its initiation, county-level comprehensive 

not have any available pattern to refer to. As 
urban and rural reform continued to deepen, however, 


counties—and many new wa,s to implement county- 
level comprehensive reform and of developing the 
county-level economy have been found. Judging from 
the experiences shared at the National Conference for 
the Exchange of County-Level Comprehensive Reform 


integrated Second. 
correspond with large-scale socialized production. 
Under these circumstances, comrades from many coun- 
ties bravely implemented reform. and by organizing the 
county-level agricultural socialized service system, they 
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enabled qr production to extend to pre- 


managemen 

Soap ay scostereetapte sen eree en 
t one of the most remarkable and the most 
ow ng aspects in county-level comprehensive 


—Carry oul management at different layers, continu- 
ously create conditions, and confer on counties the 
right to plan and coordinate economic development 
and the means of regulating it. In China's administra- 
tive system, the county is a basic unit of political 
power which possesses comprehensive economic man- 
agement functions. Under the old structure, the 
county-level government lacked the necessary means 
of regulating the economy, and the independent eco- 


county-level comprehensive , county-level nght 
to economic self- t was expanded by 
having it assume ity for its own finance so 


that county government had a definite nght and 


several provisions ng the delegation of powers 
to pilot counties that implement comprehensive 
reform, have expanded their right to economic man- 
agement and experimentation in independent reform. 
thus creating a relatively relaxed reform environment. 
With the ability to regulate the economy at the county 
level, many pilot counties could proceed with vanous 
reforms acti and consciously, thus promoting the 
t of their local commodity economy. 


| 


—Reforming the county-level industnal management 
system and changing the operating mechanisms of 
enterprises have brought to life the vitality of enter- 
prises under all types of ownership. — 
and opening up and the development of 
9 hee hp eochamep dl Gn ected abe 

{ structure are becoming increasingly 


town in 1991 reached |,!00 billion yuan, 
accounting for 60 percent of the total output value of 
China's entire rural society. Of this, their industrial 


Therefore, in implementing county-level comprehen- 
sive reform, it is necessary to attach special impor- 
tance to the county-level government's guidance for 
the | of township and town enterprises, 
carry out ive and indirect regulation and macro- 
scopic Management, bring into full play their advan- 
tages of being geared to the needs of the market and of 
having flexible mechanisms. On the other hand, the 
county-level industrial management structure must be 
vigorously reformed in such a way that it meets the 
needs of burgeoning township and town enterprises. 


“— sly cultivate a market system, activate circu- 


-- hy the extent of openness, and vigorously 
explore new mechanisms that organically integrate 

planning and the markei Due to historical, 
fcal. political. and economic factors, with 
the urban economy, the county economy shows that it 
has comparatively strong small-scale agriculture and a 
closed economy. In the practice of reform, many 
localities have come to understand that planning and 
the market are both means of regulating the economy. 
Planning must be regulated through the market, and 
enlarging the scope of market regulation depends 
more on the market. Therefore, there is no point in 
developing the commodity economy if we do not 
develop the market and do not activate circulation. In 
view of this. many pilot countries have consistently 
regarded the development and cultivation o. the 
market as an important job in the reform of the 
circulation area and as an important measure to 
promote the sustained and steady development of 
urban and rural economies. “When the market booms, 
so will all trades and industries.” In the course of 
developing diversified and multi-level special rural 
markets, conducting matching reforms in the indus- 
trial and commercial, pricing, taxation, and foreign 
trade structures has not only promoted the formation 
of the market system, but has also promoted the 
readjustment of the rural industrial structure and has 
led to the formation of townships and villages that 
specialize in special trades, thus changing the resource 
advantage of agricultural products to the commodity 

advantage. 


—Vigorously explore new ways of county-level organi- 


zation reform with the changing of the functions of 
government agriculture-related departments as the 
breakthrough point and in keeping with the internal 
demands of the development of the commodity 
economy. Since 1984, some pilot counties have 
bravely reformed the relations of production and 
superstructures that do not suit the commodity 
economy in line with the principle of separating the 
functions of the party from those of the government, 
separating the functions of the government from those 
of the enterprise, simplifying administration, and 
secking unity and efficiency. They have made benefi- 
cial explorations with regard to county-level organiza- 
tional reform and have created many reform expen- 
ences of “small government and big service.” Inner 
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Mongolia’s Chayougian Prefecture bravely imple- 
mented eS a ee 
simpli py bed nay administration, strength- 
ening the level, changing their functions, and 
strengthening service. Zhuozi County's L —~ 
reform, which centered on changing functions and 
strengthening service, began early and had great 


ng 

industries, Shanxi's Shi County has restructured its 
ure-related government departments to 10 ser- 
centers, which embrace management, operation, 

and service. In this way, it has found new methods of 
inmous reas Saaameate vi Goune’s eapeaiastions 
areas. Shandong's Yi County's organizational 

th the three stages—those of 


uding commercial, grain, and textile depart- 
ments—into economic entities which operate inde- 
pendently and assume sole responsibility for their 
profits and losses. Finally, they have been separated 
from government organizations ard from government 
alignment, and over 300 administrative personne! 
have been reduced. This new method, which 
government management functions and ulti- 
achieves “small t and many ser- 
vices,”’ has been fully affirmed by leading comrades 
from the State Council. 


—Straighten out relations between the county and the 
township, transfer powers to townships and towns and 
put organizations under the township and town levels. 
improve and perfect the functions of townships and 
towns, and bring into play the initiative of various 
administrative levels As an organ of basic-level polit- 
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present, nearly 100 counties (county-level cities and 
districts) in Shandong Province have transferred 
pt hy Sp FH, Ty 
ice NOt Only is Conducive to changing the 
| —y of county-level organizations and siraight- 
ening out relations between the county and the town- 
ship, but also greatly promotes the development of the 
saad aap Gaoanmame andeiitanions 


For a dozen years or more, county-level comprehensive 
reform has created many good experiences and has 
obtained many results. On one hand, county-level 
reform has offered valuable experiences for the entire 
ee ae S ae Os, & a. Guanghan 

ty has made very great progress in its comprehensive 
reform. The reform of its systems for grai 
purchasing, and sales, which it initiated last year, in 
particular, offers an L > — for grain reform 


tivation, ization reform, and other areas play a 
onan 


very great tive role in promoting urban and 
rural reform. On the other hand, yy = pe ale te 
also effected a profound change in the - i oe oe 


the commodity economy. Cy tytn the 
barriers between urban and rural areas have begun to be 

removed, the development of small towns has obviously 
been stepped up. and township and town enterprises 


poverty to wealth. County-level reform has also 
enhanced the counties’ developing capacity. In 
1986, there were only 42 counties whose revenues 
reached 100 million yuan. In each of the last few years, a 
dozen or more such counties have ¢ nerged. In 1990. the 
number of such counties reached 114. At the beginning. 
counties whose revenues reached 100 million yuan were 
mainly concentrated in Jiangsu. Zhejiang. and Shangha: 
They have now spread into 22 other provinces, munics- 
ee ee ee In 1991, China had 
2,093 townships and towns national product 
exceeded 100 million yuan. 


Have « Clear 


of the Situation, Seize the 
Opportunity, and Fully the Need To Step 


pupae 


Ficst, the importance of county-level comprehensive 
reform is determined by the role and characternstics of 
county onginated and was promoted in the 
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continued to hold a fundamental position in the coun- 
try's administrative structure and management levels. Of 
the central, provincial, county, and township levels, ~ 


trative levels do not. It is both a management, decision- 
making, and commanding organ for countywide 
economic and social development, and an organ that 


the upper and lower administrative levels, con — 
the town and country, and linking up central and 

departments, and is a forward command with which the 
party and state lead rural work. We must see that the 
county level possesses many special functions: First, i 
covers a large area. Of China's |.14-odd billion people 
over 900 million live in counties and in townships, 
towns, and villages under the administration of counties. 
If county-level reform does not proceed well and if the 
countywide commodity economy does not develop well, 
it will be impossible for us to establish economic oper- 
ating mechanisms that integrate planning and the market 
or to achieve the strategic goal of economic develop- 
ment. Second, it has an obvious connecting character 
and is where the urban and rural economies combine. 
The county is connected to the county at one end and to 
the city at the other. At a time when urban and 


rural 
is being deepened continuously, if county-level 


H 


proceeds well, the new systems of the rural and 
areas can be connected. Otherwise, it will be very 
urban and rural rd, | 
strong comprehensiveness. It embraces agriculture. 
military, and the people. County-level organi- 
departments, and functions have corresponding 


HAL 


experimentation, it is easier to correct them. This is the 
importance of county-level comprehensive reform in the 


general sense. 


Second, it is necessary to view the importance of county- 
level comprehensive reform from the perspective of the 
international and domestic political and economic situ- 
ations and the task of deepening reform. At present, 
profound changes are taking place in the world's political 
situation and economic order, and the competition in 
comprehensive national capabilities among various 
countries is getting more and more acute each day. A 
backward country is vulnerable to attack. This is the 
basic lesson that the entire history of modern China has 
taught us. What we are going to do in the next one or two 
decades is vital to our country’s prospects and destiny. 
Precisely because of this, Comrade Xiaoping stressed in 
his important remarks during his southern tour that it 1s 
necessary to step up the pace of reform and opening up 
80 that the national economy will move up by one step at 


nati capabilities as quickly as possible, it 1s essential 
that we further improve the rural areas’ comprehensive 
productive capacity. China's reform has injected life and 
vitality into the rural economy, and this is obvious to 

. Rural reform, however, has not yet reached 
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of living from having 
food and clothing to leading a compara- 
comfortable life. can our backing 
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improve the system of unified 
combined with independent management. 
the capability of the collective 
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areas. These tasks demand that the county-level govern- 
ments change their functions and step up the pace of 
reform to meet the needs of the new situation of rural 
development. 


Third, judging from the weaknesses of China's current 
county-level economic Management structure, stepping 
up the pace of county-level reform is a very urgent task. 
Judging from the overall situation of the 2,100 counties 


service,” but this is not true. Some people say satirically: 
“Management is holding meetings, and service is 
charging fees.” Because the functions of the government 


the country had 230,000 excess personnel, 


trend 1s continuously expanding now. Is it acceptable to 
not implement reform, given such a heavy financial 
burden and such low efficiency” 
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reform but 1s also possible to do so We now have 
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knocks but once. We must seize this favorable opportu- 
nity firmly to step up the pace of county-level reform. 


Emancipate the Strengthen and 
Promote the Farther Development of (unt) vl 


Under the leadership of the party committees and gov- 
ernments of various provinces, municipalities, 
autonomous regions, county-level comprehensive 
reform is one that aims to develop the urban and rural 
commodity economy, achieve the integration of urban 
and rural areas, and establish economic operating mech- 
anisms that combine planning and the market, and one 
that emphasizes reforming 
management system. County-level comprehensive 
reform has a mch content, and its characteristics are 
quite outstanding. It 1s necessary to ensure the integra- 
tion of rural reform and urban reform, the integration of 
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First, it 1s necessary to further emancipate the mind and 
strengthen the reform concept. Under the current situa- 
| to deepen, it will 
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Second, insist on proceeding from the actual circum- 
s ances in everything, consider them ir the study of the 
development strategy of the county concerned, and 
choose the right method and focus of reform that con- 
form to its characteristics. China is vast in territory apd 
has a large population. Different places throughout the 
country have greatly different economic foundations, 
and the process of commodity economic development 
and structural reform is very imbalanced. Therefore, it is 
necessary to first correctly understand and analyze the 
strength. and weaknesses of the locality concerned, and, 
in keeping with the objective demand of the develop- 
ment of commodity economy, choose the proper reform 
method and focus that conform to its characteristics, 
bring into full play its own advantages, and open to the 
outside and inside to supplement advantages and accel- 
erate the development of the commodity economy. We 
can say that one basic lesson of county-level comprehen- 
sive reform is to uphold the principle of “basing every- 
thing on the conditions of the county concerned, make 
developments in light of them, make major break- 
throughs, and bring out its own characteristics” in plan- 
ning proposals for reform. We must take this into full 
consideration when we extensively promote reform else- 
where. In doing its work, a province must also heed the 
guidance of each county and must not be satisfied with a 
“commonly used” document. 


Third, vigorously cultivate and develop the market 
system and make the establishment of new mechanisms 
that integrate planning and the marketplace the goal of 
reform. How can planning and the market be integrated 
at the county level? What role does the county play in the 
establishment of the planned commodity economic 
structure? On one hand, it is necessary to grant the 
county “the necessary right to plan economic develop- 
ment as a whole, coordinate relations between depart- 
ments, and promote the establishment of the county 
government's powers to regulate the economy. On the 
other hand, we should also ensure that economic activ- 
ities below the county level are basically geared to the 
needs of the market. Given the weak economic organi- 
zational strength and the imperfect growth of market 
organizations, in order to develop the commodity 
economy quickly and on a large scale, the county gov- 
ernment must vigorously lead economic organizations 
and market organizations to blaze new trails. At present. 
it 18 Necessary to attach special importance to the devel- 
opment of the urban and rural market system. The 
market is a forum for commodity exchange, and market 
mechanisms are a very effective type of economic oper- 
ating mechanisms. The establishment of market mecha- 
nisms and the enlargement of the scope of market 
regulation will bring life and vitality to the economy. In 
addition to formulating market regulations, maintaining 
market order, and creating a good market environment, 
the county government should also make great efforts to 
help enterprises and strengthen the degree of their orga- 
nization during their entry to the market. The question 
as to how the county will organically integrate planning 
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and the market is still a new one and needs the further 
exploration and creation of all localities. 


Fourth, vigorously proceed with the experimentation of 


county-level izational reform and strengthen the 
development of the county-level agricultural socialized 
service system with the transformation of their 


functions. During his inspection tour of Shandong last 
November, Premier Li Peng pointed out: Political struc- 
ture reform must match economic structure reform. One 
important point in political structure reform is the 
reform of government organizations at all levels, and its 
goal is to change their functions and improve their 
efficiency. At present, county-level organizations are 
generally very large, their heavy financial expenditures 


and technological development departments—especially 
departments related to agnculture—of governments at 
the county and township levels are gradually separating 
themselves from the government and are offering social- 
ized services to rural areas in varied forms. They are 
gradually changing from administrative organizations 
into economic entities and are gradually becoming self- 
sufficient and reducing their financial burdens. They will 
finally change into enterprises so that they can become 
“small governments with big service.’ This 1s probably a 
direction for county-level government organization 
reform. We should point out that county-level compre- 
hensive reform embraces many fields. and the break- 
through points are optional, However, various reforms 
will ultimately « »ncern to varying degrees the question of 
organization re,orm. Moreover. it 1s completely possible 


task of reform—or. rather, the central link in reform—is 
still to hold fast to rural reform, and while stabilizing and 




















increase the extent of reform of the circulation system, 
establish a unified socialist market, barriers and 
blockades, and improve the reform of county-level mac- 


roscopic regulation. 


Sixth, leaders at all levels and all departments must care 
for and support county-level comprehensive reform. 
They must conscientiously strengthen the leadership of 
this reform. In strengthening leadership, it is necessary 
first to continue to pay good attention to experiments, 
integrate particular experiments with their promotion 
and give specific | ae so that pilot counties can 

reform. Provinces that have pilot 


ve 

ing them up promptly. For some questions that they 
cannot decide definitively, they can experiment with 
them in pilot counties. For experiments that require 


: 
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experiments in pilot counties and improve 
county-level reform together. Third, it is necessary to 


strengthen the propagation and gu: of news and 
ic Opinion so as to strive the attention and 
support of society as a whole 
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we definitely usher in a new situation for county-level 
comprehensive reform and make new achievements. 


Journal on Steel Industry Contract System 


HK0210080092 Bowing JINGJI GUANLI in Chinese 
No 6, 5 Jun 92 pp 6, 41 


Article by He Chibing (6320 6375 0365), edited by An 

ing (1344 6424 2494): “A Review of and Thoughts 

on the Contract System in Iron and Steel Industrial 
Enterprises”) 


[Text] Since 1987, the whole-people owned medium and 
large iron and steel enterprises have widely implemented 
the contracted operation responsibility system, and in 
accordance with the principle of “a guaranteed base 
figure, a guaranteed amount to be handed up, greater 
retention of amounts in excess of the base figure, and 
self-subsidizing of deficiencies,” the distribution rela- 
tionship between enterprises and the state has been 
fixed. This has played a positive role in implementing 
enterprise autonomy, changing operational mechanisms, 
and increasing enterprise vigor. However, following the 
deepening of economic structural reform, and in partic- 
ular following the dramatic changes in the external 
environment of enterprises in recent years, quite a 
number of enterprises have found it difficult to continue 
with the contract schemes, it has been difficult to fix the 
new round of contract plans, and the contract system is 
facing stern tests. The present situation requires us to 
engage in a summation and review of the enterprise 
contract system, and in accordance with Comrade Deng 
Xiaoping’s most recent speeches and the spirit of the 
meeting of the Central Committee Political Bureau, 
grasp the beneficial situation, accelerate the pace of 
reform, actively explore a new distribution relationship 
between the state and enterprises, perfect the enterprise 
operational system, and point out the road for enlivening 
medium and large iron and steel enterprises. 


I. Main Characteristics of Iron and Steel Industry’ 
Enterprise Contract System : 


During the Seventh Five-Year Plan, the iron and steel 
industry's contract system was implemented on two 
levels. The Ministry of Metallurgical Industry imple- 
mented an overall industrial contract with the state in 
respect of production and construction by key iron and 
steel enterprises. Also, the iron and steel enterprises, in 
accordance with their jurisdictional relationships, 
engaged in enterprise contracts with governments or 
managing departments at various levels. The enterprise 
contracts guarantee the handing up of a certain 
amount of profits, the unified distribution of steel prod- 
ucts, and technical transformation tasks. The enterprises 
also implement a linkage between total wages and eco- 
nomic performance. 


The iron and steel industry's overall industry contract 
and the individual enterprise contracts have the fol- 
Lowi = Ss 
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1. Technical transformation tasks, or enterprise develop- 
ment, are made a major contract target. In general, the 
contracts are combined with enterprise development 
plans and linked with the targets during the tenure of the 
en director. The funds needed for the technical 
ion carried out by the enterprise are no 
longer supplied by the state. The funds come from credit, 
or are raised by the enterprise itself, pap Se ee 
has to concern itself with repa ag eee Com 
interest of domestic and 
enterprises onto the track of Pep yt 
gl responsible for their own development. 
terprise becomes the investment subject and takes 
oo ae dae operation. Thereby, the old 
structure whe. the enterprises ate from the “big pot” of 
the state has begun to break down. 


2. They have, as a precondition, guaranteeing the stable 
growth of state financial income. The profits which an 
enterprise contracts to hand up are, in generai, not lower 
than the actual profits handed up (that is, income tax and 
regulatory tax) in the previous year and the amount 


process by which tax payment is replacing profit delivery 
(the tax rate was raised from 8 percent to 14 percent). 
According to statistics, in the first four of the 
Seventh Five-Year Plan, the amount of ts and taxes 
handed up rose from 8.93 billion yuan in 1985 to 13.98 
a ae 1989, an increase of 56.6 percent. In 

990, although the profits in iron and steel enterprises 
Gnaad toak 00.8 Cllten nun tn tho pnoviows vas os 
6.7 billion yuan, a drop of 34 percent, an¢ some enter- 
prises fell behind in the contracted profits payments, tax 


3. They take into consideration the characteristic of iron 
and steel enterprises whereby their technical transforma- 
tion tasks are heavy and require a large amount of funds. 
Thus, the central and local governments have adopted 


wel of the tall and workan i's aloo beneficial in 
having enterprises establish self-restraint mechanisms 
and guarding against short-term activities. 


5. The contracts of key iron and steel enterprises are 
combined with industrial input-output contracts to guar- 
ee ee SS eS ee 
in terms of handing up steel products for unified distri- 
bution. After the Mini 
the state enter an input-output contract, the state plan- 
ning tasks for each year are assigned to the various iron 
and steel enterprises. In this way, the iron and steel 
enterprises know the state plans they will be assuming for 
the next five years. This facilitates planning and ing 
overall arrangements and promotes the production of 
iron and steel. In 1990, steel output reached 66.35 
million tonnes, a net increase of 22.87 million tonnes 
over the 43.48 million tonnes in 1984, prior to 
introduction of contracts. This represents an ann 
average increase of 3.81 million tonnes. The volume of 
steel products handed up to the state for istri 
bution saw a year-on-year growth, wi i 
tonnes of 1984 growing to 25.30 million tonnes in 1990. 
and each year the state's unified distribution 
completed. There was also improvement in product 
structure, with the plate and pipe ratio being raised 
during the Seventh Five-Year Plan from 34.3 
36.8 percent. Product quality has also improved, 
the “dual standard rate” being raised from 7.5 percent 
45 percent. Consumption has decreased, wit 
amount of standard coal consumed per tonne of 
produced reducing from 1.75 to 1.62 tonnes. Key 
prises have even reduced their consumption to |. 
tonnes of standard coal. the whole system, 
million tonnes of coal has been saved. During the 
Seventh Five-Year Plan, steel ion grew by 43.6 
percent, while consumption grew only 27 percent. 


pup ie 


Il. Major Problems in Contract System 
The contracted responsibility system implemented in 


exploratory step in handling the responsibilities, nights, 
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and intercsts relationships between the state and enter- 
prises and ir. cnanging the enterprise operational mech- 
anism. Practice has proved that the contract system is a 
very great advance over the traditional system imple- 
merase © Go cam, wish lap Nighy cannes Bae 
ning, unified supply ‘nd purchase, and ue 
and expenditure. In the early period of reform, especially 
in the persod when there was a “double-track system” in 


prises, motivati 
promoting the development of the iron and steel 
industry. However, following the continued deepening of 
our country’s economic structural reform, as the various 
old structures have been ually replaced by new 
structures, and parti y at times when reform 
develops to deep levels and readjusts and change.) the 
interests situation of the various sides, the contract 
system has begun to become unsuited to the reform 
situation. Its innate drawbacks have become increasingly 
apparent and have obstructed the deepening and devel- 
opment of reform. The main problems which exist in the 
iron and steel enterprise contracts are: 


1. They do not resolve the problem of a mechanism by 
which enterprises can react to changes. As the contradic- 
tion between fixed base figures and ever-changing 
external conditions becomes increasingly apparent, 
enterprise economic performance declines, retained 
profits are reduced, many enterprises cannot complete 
the tasks they have been assigned. and it is difficul' for 
enterprises to continue the contracts. 


The basic principles of the contract system are “a guar- 
anteed base figure, a guaranteed amount to be handed 
up, greater retention of amounts in excess of the base 
figure, and self-subsidizing of deficiencies.” The results 
of practice have shown that these basic principles are 
very difficult to implement in a situation where external 
conditions are seeing great changes 


During the period of the Sixth Five-Year Plan, the 
contract base figures were fixed in a situation where the 
external environment was quite stable and projected 
enterprise economic results were quite optimistic. At 
that time, the prices of the raw materials, fuel, transport, 
and electricity needed by the iron and steel enterprises 
were quite low and the fluctuations were not great. It was 
thus basically possible to guarantee the prices. Steei 


there was a 
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measures had also been put forward, ,esulting in the 
benefits derived by the iron and steel industry shifting to 
upstream products and also to the financial administra- 
tion and banks. Enterprise economic interests saw an 
overall slippage and the iron and steel contract system 
was subject to serious pummelling. to statis- 
tics, in the first three years of the Seventh Five-Year 
Plan, the realized profits and gross retained profits of 
enterprises saw a year-by-year increase. In 1988, the 
realized profits 16.1 percent over the previous year, 
while gross retained profits grew 21.4 percent. However, 
in 1989 and 1990, the realized profits of iron and steel 
enterprises and enterprise retained profits saw an annua! 
decline th t the country. Profits declined from 
10.55 billion yuan in 1988 to 6.654 billion yuan in 1990, 
while enterprise retained profits fell from 5.21 billion 
yuan in 1988 to 3.26 billion yuan in 1990. Loss-making 
enterprises rose from 48 in 1985 to 235 in 1990 and the 
amount of losses rose from 18 million yuan in 1985 to 
1.126 billion yuan in 1990. 


The changes in exte:xal environment and conditions 
have also had a very imarked effect on the enterprises, 
whi -h had supenorities in terms of contract conditions. 
Some enterprises which have contracted for quite low 
amounts of taxes and profits, or have !ow base figures, 
have seen only small growth in their interests and some 
have experienced losses. Capital Iron and Steelworks 
enjoys preferential policy conditions. It saw an annual 
increase in profits during the first four years of the 
Seventh Five-Year Plan, with an 18.94 percent rise in 
1989. However, in 1990, the growth in realized profits 
had fallen to 3.24 percent. If Capital Iron and Steelworks 
did not enjoy preferential policies, the 1990 realized 
profits may even have declined. 


Because the basic amount of profits to be handed up is 
fixed in the contract, the reduction in realized profits 
also affected the ability of the enterprises to complete 
contract tasks. Some enterprises have not only failed to 
pay contracted profit amounts but have also failed to pay 
taxes. 


2. The problem of enterprise development mechanisms 
has not been basically resolved. The contract method as 
presently stipulated by the state, as seen from the imple- 
mentation of the Seventh Five-Year Plan, appears to 
have as its main precondition the guaranteeing of 
increased income for state finances and for staff and 
workers. Meanwhile, there are no fund guarantees for the 
technical transformation goals noted in the contracts. 
This has given rise to the situation referred to as “hard at 
both ends but soft in the middle.” 


At present, in respect of the fixed assets for the iron and 
steel industry, the state has implemented a system where 
state investment has been changed to credit and repay- 
ment of credit before tax has been changed to repayment 
of credit after tax. Enterprises have become the invest- 
ment subjects and have taken on the responsibilities and 
risks of fixed asset investment. However, there are no 
post-investment compensatory measures for enterprises 
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and liabilities must all be shouldered by the enterprises. 
Thus, enterprises find it hard to realize self- 
accumulation and self-deve nt goals. During the 
Seventh Five-Year Plan, the fixed assets investment of 
iron and siecel enterprises throughout the country was 
65.8 billion yuan. The original value of fixed assets thus 
increased from 62.8 billion yuan to 113.1 billion yuan 
and steel production capacity rose from 50.57 million 
tonnes to 71.20 million tonnes. However, total retained 
profits by the enterprises were only 21.7 billion yuan. 
Deducting the rigid expenditure, such as the “two 
funds,” welfare funds, bonus funds, and 4 + 
circulating funds, there was not much to use for 
construction. Thus, in res! * the enterprise contracts 
of the iron and steel © ‘usic, (uring the Seventh Five- 
Year Plan, although .. ne loca! governments adopted 
some preferential po’. ©: becanse of the huge invest- 
ment needed by the 1. . steel enterprises and the 
very tight situation of enterprise funds, most of the funds 
were raised through credit obtained by the enterprise 
and “selling young sprouts."’ By 1990, the total value of 
capital construction and technical transformation liabil- 
ities for the entire industry was 28 billion yuan, requiring 
repayment during the Eighth and Ninth Five-Year Plans 
of principal and interest totaling 35 billion yuan. In 
1990, the profit rate on sales for the whole industry was 
only 6.07 percent, while the credit interest rate was 
generally above 10 percent. With the profit rate being 
below the credit interest rate, quite a number of enter- 
prises find it very difficult to repay debts. According to 
statistics relating to the debt situation in 28 key enter- 
prises, the volume of debt is already equivalent to 34 
percent of the original value of fixed assets and in some 
cases enterprise debts already approach or even exceed 
the original value of the fixed assets of the enterprise. 


3. They are not beneficial to the establishment of a 
macroeconomic regulatory and control mechanism. 
Since implementing the contracts, the autonomy of 
enterprises has been further expanded and the fixed asset 
investment subject switches from the state to the enter- 
prise. The enthusiasm of enterprises for self- 
transformation and development is thus mobilized but 
this brings the problem of investment dispersal and the 
problem of regulatory and control capacity and is not 
beneficial to macroeconomic management: |) Invest- 
ment dispersal means that it is difficult for construction 
funds to be collected together by medium and large 
enterprises, which is not of benefit to the optimization 
and rational deployment of production factors. The 
current enterprise contract system and 'ocal financial 
contract system has meant that there are many avenues 
for funds sourcing and a diversification of investment 
subjects. Thus, many regions and enterprises have not 
the strategic focuses of the overall industry. 

, construction investment has often been directed 

to where it benefits the interests of that region or that 
enterprise. Thus, the investment cannot be arranged in 
accordance with macroeconomic needs or industrial 
policies and this has led to the situation whereby enter- 
prises are “large and complete” or “small but complete,” 
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there is duplicate construction, and on top of the existing 
situation where assets are irrationally deployed, newly- 
added assets aie being irrationally distributed. 2) Invest- 
ment dispersal is not beneficial to forming a rational 
economic scale in the iron and steel industry and reduces 
overall results. Experience both at home and abroad 
shows that a rational economic scale of iron and steel 
enterprises should be a comprehensive capacity of 3 to 5 
million tonnes of iron and steel. At present, in our 
country there are only four enterprises on this scale— 
Anyang Iron and Steelworks, Baoshan Iron and Steel- 
works, Wuhan Iron and Steelworks, and Capital Iron 
and Steelworks. In 1990, the steel output volume of these 
four enterprises constituted 31 percent of the national 
total and the profits and taxes they paid constituted 44.3 
percent of the whole industry, with profits and taxes of 
373.21 yuan being paid per tonne of steel. The more than 
1,000 other iron and steel enterprises which have not 
reached a rational economic scale have, through their 
contracts, used preferential policies by the various local 
governments to take up close to 70 percent of the entire 
industry's investment. However, the profits and taxes 
they pay are only 212 yuan per tonne, or 43 percent 
lower than the figure for the four major enterprises. 3) 
Investment dispersal results in those enterprises which 
should be developed not having the money, while those 
which should not be developed enjoy preferential poll- 
cies and see blind development, leading to an imbalance 
in the industrial process of the iron and steel industry 
The development of mines is seriously stagnant, while 
the development of enterprises engaged in smelting and 
rolling is too swift, which affects overall results. Over the 
last 10 years, investment in mines has become increas- 
ingly small, and during the Sixth and Seventh Five-Year 
Plans, the investment in mining as a proportion of total 
investment in the iron and steel industry fell to 49 
percent and 2.1 percent respectively, from the figures 
during the Fourth and Fifth Five-Year Plan of 22 and | 3 
percent respectively. 


4. The new round of contracts are experiencing great 
difficulties. There is a great degree of artificiality and 
arbitrariness in the contract methods and they have not 
yet come onto the normal track of rule by law, whereb. 
they accord with state industrial policies. Since 1989, th 
iron and steel enterprises have been involved in discus- 
sions with governments at various levels on the new 
round of contracts. Over the last two years there has been 
a widespread major slippage in the economic results of 
industrial enterprises and the central and local financial 
departments, as well as enterprises, have all been in great 
difficulties. In such a situation, the government wants 
the enterprises to raise the contract base figure in order 
to guarantee the state's financial revenue increases, while 
the enterprises want the government to reduce taxes and 
allow more profit retention, so that they can guarantee 
the basic conditions for production and construction. 
The requirements of both sides are rational and reason- 
able. Thus, the negotiations and haggling over contracts, 
with each side clinging to its own demands, means that 
the plans for the new round of contracts are difficult to 
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difficulty, it is necessary to find a way that 
can coordinate the interests of all parties. Stock issuing 


has precisely this function. Through it, we can concen- 
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publicly 


— respectively accounting for | 2, 


centrated use of néw increases in capital, and a rational 


An irrational economic structure is another important 
problem facing us. Structural adjustment requires con- 


ees! 


21751 pared the employe system, an 


types across the country (excluding the share- 


According to incomplete statistics, by the end of 1991, 
there were 3,220 experimental companies of various 
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trate newly increased investment in certain areas and 


2 percent. 
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have the condi 
lowing aspects: 
One, rules and regulations are behind. Experi- 
ences of many countries prove that there will not be 


Three, lack of knowledge of stockholding systems and 
stock markets, serious lack of talent and insufficient 
practical experiences. Many managers in charge of eco- 
nomic affairs and persons-in-charge of the experimental 
joint-stock companies lack even basic knowledge in 
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joint-stock companies and stock markets and know very 
little about their operations. This has become a major 
obstacle for turning the stockholding experimental 
system into a standardized operation and has been an 
upertans canna Sp Gite NESSES 19 SUD CURES 
joint-stock companies purely as a capi 

The masses do not have the concept of risks 


Four, the establishment of a market requires a process. A 
capital market is part of the overall market system. 4 


pee pe ge Np py 
other types of markets, capital market will not be 


able to move ahead in isolation. The commodity market 
in Our country at present is not yet sound. The prices of 
a large number of commodities are state-controlled, and 
many enterprises are still under state mandatory plan- 


market prices, thus precluding extensive pursuit of 
stockholding and stock trading, both of which involve 
public shares issue. 

Five, established or joint-stock enterprises 
yt yt fe tees AL 1 
lems. The two securities exchanges in 

Shenzhen have just been established, are still higaly 
imperfect, and have yet to achieve the level required by 
the experiment. 


All that is said above shows that we do not yet have the 
conditions. The stockholding system which features 
public share issues can only be pursued on an experi- 
mental basis and cannot be extended and popularized. 
Of course, we should have a positive attitude and adopt 
measures to create conditions; we cannot wait passively. 
To handle the experiment well, in many ways we can go 
beyond the existing systems and structures, unify peo- 
ple’s understanding and train talent. By doing so we are 
actively creating conditions. 


Mast Upteld te Secale Dae oe oe 


Can the pursuit of the stockholding system uphold the 
socialist direction? There must be a very clear answer to 
this question. Otherwise there will always be worry at the 
back of people's minds, which will affect the determina- 
tion for and confidence in the experiment. 

Although stockholding saw its appearance in capitalist 
countries, it is not a unique feature of capitalist coun- 
tries. Stockholding is a kind of organization of corporate 
wealth. Capitalist countries can employ it, so can 
socialist countries. The difference between the two lies in 
the difference between private or public ownership. 
There is a view that stockholding is the road leading 
toward privatization. This view is without ground. The 
pursuit of private or public ownership is entirely a 
matter of political decision and has no necessary relation 
with the stockholding system. Our political decision 
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holds that we must uphold socialist public ownership, so 
our experimental system is one based on public owner- 
ship. In the final analysis, the socialist direc- 
tion of the experimental stockholding system is 


. The 
for Limited Joint-Stock Companies” in i and 
Shenzhen and various recently drafted and 
methods for stockholding all stated very clearly 


pursue privatization under the cover of stock- 
holding. The mistake of this thought lay in the “actual 
pursuit of privatization,” not the system which was used 
as the front. What we resolutely oppose is privatization. 
But we do not because of that oppose the stockholding 


. 


public ownership as the main body, the socialist direc- 
tion will remain intact. A number of private and foreign- 
capital firms have emerged in our country since reform 
and opening up. Various economic elements have long 
coexisted in society. The system only turns this coexist- 
ence in society into one within a firm. This is going to be 
even better for the public-ownership economy in pro- 
viding guidance for the private economy. It will only 
strengthen, not weaken, the main-body status of public 
ownership. 

To maintain the socialist direction of the stockholding 
system, we have installed some policies and principles in 
the measures for the experimental program; for example 
explicitly stipulating that only enterprises in certain 
production sectors can undertake public share issues, 
and those in certain other production sectors cannot. 
Some enterprises are allowed public share issues pro- 
vided that state-owned shares in these enterprises occupy 
a controlling proportion. This way we can keep indus- 
tries and enterprises vital to the national economy in the 
hand of the state and ensure that overall public owner- 
ship remains in a dominant position. Another example: 
To ensure that public ownership is in a dominant posi- 
tion in joint-stock companies, the proportion of shares of 
a company held by the state, legal entities, and individ- 
uals shall be determined by the examining and approval 
organ in light of the status and role of that company in 
the national economy. There is yet another example. A 
provision promulgated by Shanghai and Shenzhen spec- 
ifies that the stocks owned by a natural person shall not 
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exceed 5/1,000 of the company's total shares. All these 
can serve to guarantee the dominant status of public 
ownership. 

Viewing it from a Marxist standpoint, Marx never 
described stockholding as something unique for capi- 
talist society. 


In many places in Volume Three of Das Kapital Marx 
touched on the problem of stockholding. Let me quote a 
few relatively well-known lines: 


As a result of the appearance of joint-stock companies, 
“there has been an amazing expansion in 
scale. Enterprises previously impossible to establish with 
individual capital have now appeared. Capital which is 
built on a social production mode and premised on a 
social concentration of capital goods and labor force, 
here assumes directly a social capital form (that is capital 
formed as a result of a direct association of individual 
capital), and set itself up against private capital... This 
represents a relinquishment of capital as private prop- 
erty within the scope of capitalist ion mode.” 
(Collected Works of Marx and E , Vol 25, p 493) 
Stockholding represents a “relinquishment of capitalist 
private property within the capitalist system. The bigger 
stockholding becomes and the more it penetrates pro- 
duction sectors, the more capable it will be of elimi- 
ing private property...” (Collected Works of Marx and 
E , Vol 25, p 496) 


“Like cooperative factories, the joint-stock company in 
capitalism shoult \< seen as a transition from the 
capitalist productic: mode to a joint [lian he 5114 0678) 
production mode. ihe only difference is that the oppo- 
sition in the former was actively relinquished, and pas- 
sively in the latter.” (Collected Works of Marx and 
Engels, Vol 25, p 498) 


This shows that stockholding appears as a result of the 
socialization of production and in turn further promotes 
the development of production. Capitalist stockholding 
did not eliminate private ownership at its root. But since 
stockholding adopted the form of social capital and 
social enterprise, and set itself off against private capital 
and enterprises, it represents a transition from the capi- 
talist production mode toward a joint production mode, 
and perhaps even toward communism. 

A socialist society can resort to stockholding in orga- 
nizing modernized large-scale production. Under the 
condition of upholding public ownership of capital 
goods as the dominating factor, it is entirely possible to 
put stockholding and stock markets at the service of the 
development of socialism. 


The for Handling Experimental Stock holding 
Progracs Well Lice ta Standardlantion 
Although experiments in stockholding and stock markets 


have developed relatively rapidly and people have been 
eager for them, most of the joint-stock companies have 
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failed to measure up to the requirement of standardiza- — are owned by their workers. These three kinds, or alter- 

tion. Many of them are “distorted” and “disfigured” and _ natively four kinds of status for experimental joint-stock 

have created bad influences. Therefore, we must not companies have some common basic standards as well as 

blind development and get impatient for success. | some common problems. 
¢ must work hard to achieve standardization and . 

ensure that the experiment is a success. One, is the problem of assets assessment. When being 

a a into joint-stock oe. | enter- 

prises of whole-people ownership not uct any 

Globally speaking, the birth, development, and gradual —_— serious assets assessment and came to a shares price 

of the stockholding system have taken hun- — according to book value, without counting in land use 

dreds of years. During the process, problems continually — fees plant and equipment revaluations, or invisible 

cropped up, and measures were continually taken tO assets. Some even did not conduct any assets evaluation, 

SS See Ge ee ae ee ee aE « and as a result drained state-owned assets and caused 

Se LS y ar : oo of new shareholders to encroach on the interest of state 
the system reflect the objective laws, which must be 

observed by the system in any country, for only thencan = Two, the problem of risk-sharing. Some experimental 
it work in accordance with objective laws. basic 
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relevant department and experimental enterprises must 
attach full importance to it. 


issues, of which there are two different types. The first is 
those whose shares are listed and traded on the Shanghai 
whose listed or 
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All the listed above are the specific indications 
of the absence of standardization. They not only affect 
the normal operation of joint-stock companies, but more 
seriously, create bad influences in society. Worse, they 
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Local have also measures to achieving production, industrialization, 
mote chifing enimal bu te specialization, and . - 

to a modern one, multi-channel circu- 

of animal herdsmen He pointed out: We should regain our through 
participate in circulation and flexible pricing. "© reform. Taking Yangxin as an example, we accel- 
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on O112 7893) and Zhi Qiang 
7 1730) “Pield Connect Is Being Actively Per- 
in the Pastoral Areas of Qinghai Province”) 


[Text] Various prefectures and counties in the pastoral 
areas of Qinghai Province are actively trying to push 
forward and perfect the field contract system, thus taking 
new steps to continue reform of pastoral areas. 


Since the Third Plenary Session of the | ith Party Cen- 
tral Committee, Qinghai Province has universally been 
carrying Out in its pastoral areas a production responsi- 
bility system to change production and management 
mechanisms, and raising the levels of productive forces 
with “fields maintain public ownership, contracted man- 





areas, the broad masses of herdsmen can act on their 
own decisions when it comes to production and manage- 
ment. Their enthusiasm for production has been further 
stimulated, and animal husbandry has enjoyed stable 
development throughout the province. Along with the 
development of production, the broad masses of 
herdsmen put forward new requests directed against the 
modes of contracting fields to groups and tent rings. 
They requested one after another that fields for winter 
and spiring, and those for summer and autumn be 
contracted to individual households, truly embodying 
the separation of the ownership and management of 
fields. This will be more conducive to arousing enthu- 
siasm for making bold investment in the construction of 
grasslands on the part of the masses of herdsmen while 
they can set their minds at rest. In accordance with the 
i of the masses of herdsmen, Haibei, Guoluo, 
ixi, and Hainan Prefectures have one after another 

to try out the practice of contracting fields to 
individual households. In light of its own circumstances, 
Haibei Prefecture actively carried out a responsibility 
system—*“‘one contract plus four dependencies,” under 
which fields are contracted out to individual households, 
the number of livestock, output, tasks for turning in 
livestock products, and fees for using fields and various 














ions on Practically Out the Household Contract 
Responsibility for ” which was welcomed by the 
masses of herdsmen. In light of implementing the right to 
the use of the counties of Chengduo, 


qian, and Yushu issued certificates for using fields. As a 
result, the work of contracting fields to individual house- 
holds was fulfilled. The three prefectures of Huangnan, 
Hainan, and Guoluo, in combination with the work of 
“socialist education” in pastoral areas, conducted an 
all-round examination of the field contracts, checked 
and ratified work, 

ance of certificates for the use “one 
contract plus four dependencies,” through the use of 
economic, legal, and administrative means, — con- 





year, funds raised by herdsmen in this for the 
construction of grasslands accounted for 64 percent of 
the total investmen . By mid-July funds raised by 
herdsmen in for the construction of 

exceeded 8,000,000 yuan. Planned tasks all been 
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